
OOMMONVEALTH OF KENTUCKY 

BEFORE THE UTILITY REGULATORY COMMISSION 

I n  t h e  Matter of 

CASE NO. 7640 
AN ADJUSTHENT OF RATES 1 
OF KENTUCKY HILLS W M -  
PANY SEWER SYSTEM 

O R D E R  

SEWAGE SERVICE RATES 

P r e f a c e  

On October 26,  1979 t h e  Ken tucky  H i l l s  Company ( S o u t h w i r e  

Company d /b / a  Ken tucky  H i l l s  Company),  h e r e i n a f t e r  r e f e r r e d  t o  

as t h e  U t i l i t y ,  f i l e d  w i t h  t h e  Commission a n  a p p l i c a t i o n  f o r  

a p p r o v a l  of a n  a d j u s t m e n t  of i ts sewage  service rates and  f o r  

a p p r o v a l  o f  p r o p o s e d  r e v i s i o n s  t o  c e r t a i n  p a r t s  of its r u l e s  

and  r e g u l a t i o n s .  The  rate a d j u s t m e n t  s o u g h t  by  t h e  U t i l i t y  c o u l d  

increase a n n u a l  r e v e n u e s  b y  a p p r o x i m a t e l y  $3 ,678  o v e r  tes t  y e a r  

r e v e n u e s .  

On November 20,  1980, t h e  U t i l i t y  f i l e d  a n o t i f i c a t i o n  

o f  its i n t e n t  t o  b e g i n  c h a r g i n g  i t s  p r o p o s e d  rates on J a n u a r y  1, 

1980. The Commission,  i n  o r d e r  t o  c o n s i d e r  t h e  reasonableness 

of t h e  p r o p o s e d  rates,  ordered t h e i r  s u s p e n s i o n  f o r  a f i v e  (5) 

month p e r i o d  b e g i n n i n g  J a n u a r y  1, 1980 and  e n d i n g  May 31, 1980. 

Under a u t h o r i t y  of KRS 278 .190 ,  t h e  U t i l i t y  began  c h a r g i n g  t h e  

p r o p o s e d  rates on a l l  b i l l i n g s  for  services  r e n d e r e d  a f t e r  J u n e  1, 

1980. 

The case w a s  s e t  for b e a r i n g  a t  t h e  C o m m i s s i o n ' s  offices 

i n  F r a n k f o r t ,  Ken tucky  F e b r u a r y  2 1 ,  1980. A l l  par t ies  of i n t e r e s t  

w e r e  n o t i f i e d  w i t h  t h e  Consumer I n t e r v e n t i o n  D i v i s i o n  of t h e  

A t t o r n e y  General 's O f f i c e  p e r m i t t e d  t o  intervene i n  the matter. 

A t  the h e a r i n g ,  certain r e q u e s t s  f o r  a d d i t i o n a l  i n f o r m a t i o n  

were made by t h e  Commission staff. This i n f o r m a t i o n  has b e e n  

filed, and t h e  entire m a t t e r  is now considered to  be fully 

s u b m i t t e d  f o r  a f i n a l  d e t e r m i n a t i o n  by t h i s  Commission. 



T h i s  O r d e r  

s e r v i c e  rates. A 

a d d r e s s e s  t h e  m a t t e r  of a n  a d j u s t m e n t  of sewage 

s e p a r a t e  O r d e r  e n t e r e d  Augus t  26,  1980 a d d r e s s e d  

t h e  matter of a n  a d j u s t m e n t  of water s e r v i c e  rates. 

T e s t  P e r i o d  

T h e  U t i l i t y  h a s  s e l e c t e d  t h e  t w e l v e  ( 1 2 )  month p e r i o d  e n d i n g  

J u l y  31, 1979, as  t h e  "Test-Year" a n d  h a s  s u b m i t t e d  t a b u l a t i o n s  

of i ts r e v e n u e s  and  e x p e n s e s  for  t h i s  p e r i o d  i n c l u d i n g  i ts 

proforma a d j u s t m e n t s  t h e r e t o  for t h e  Commiss ion ' s  c o n s i d e r a t i o n  

i n  t h e  d e t e r m i n a t i o n s  of ra te  a d j u s t m e n t s .  S a i d  t a b u l a t i o n s  a l o n g  

w i t h  t h o s e  f o u n d  r e a s o n a b l e  by t h i s  Commission are i n c l u d e d  in 

Appendix "B" of t h i s  O r d e r .  

R a t e  U e t e r m i n a t i o n  - G e n e r a l  D i s c u s s i o n  

The  C o m m i s s i o n  h a s  t r a d i t i o n a l l y  c o n s i d e r e d  t h e  o r i g i n a l  

cost  of u t i l i t y  p l a n t ,  t h e  n e t  i n v e s t m e n t ,  t h e  c a p i t a l  s t r u c t u r e ,  

and  t h e  g o i n g  c o n c e r n  i n  t h e  d e t e r m i n a t i o n  of f a i r ,  j u s t  a n d  

reasonable u t i l i t y  rates. The  Commiss ion ' s  e x p e r i e n c e s  i n  t h e  

e s t a b l i s h m e n t  or a d j u s t m e n t  of rates f o r  s ewage  u t i l i t i e s ,  however ,  

h a s  i n d i c a t e d  t h a t  t h e s e  v a l u a t i o n  me thods  are n o t  a l w a y s  appropriate .  

T h i s  h a s  r e s u l t e d  i n  e s t a b l i s h m e n t  of t h e  " O p e r a t i n g  Ratlo 

Method'' (l) b y  t h i s  Commission for  t h e  d e t e r m i n a t i o n  of rates f o r  

sewage u t i l i t i e s .  I t  is r e c o g n i z e d ,  however, t h a t  t h e r e  are 

i n s t a n c e s  w h e r e  a r g u m e n t s  c a n  be m a d e  for t h e  u t i l i z a t i o n  of 

m e t h o d s  other t h a n  t h e  O p e r a t i n g  R a t i o  Method. 

F i n d i n g s  I n  T h i s  Matter 

The Commission,  a f t e r  C o n s i d e r a t i o n  of a l l  t h e  e v i d e n c e  of 

r e c o r d  and b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and  f i n d s :  

1. T h a t  i n  t h i s  i n s t a n c e ,  t h e  d e t e r m i n a t i o n  of rates and 

r evenue  r e q u i r e m e n t s  s h o u l d  be based on t h e  o p e r a t i n g  r a t i o  method. 

2 .  T h a t  t h e  U t i l i t y  p u r s u a n t  t o  KRS 278.190 n o t i f i e d  t h e  

Commission of its i n t e n t  t o  b e g i n  c h a r g i n g  its p r o p o s e d  rates 

("Opera t ing  r a t io  I s  d e f i n e d  as t h e  r a t i o  of e x p e n s e s ,  
i n c l u d i n g  d e p r e c i a t i o n  and  t a x e s  t o  gross r e v e n u e s .  

O p e r a t i n g  E x p e n s e s  + D e p r e c i a t i o n  + T a x e s  
O p e r a t i n g  R a t i o  = Gross Revenues  
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for s e r v i c e s  r e n d e r e d  o n  a n d  a f te r  J a n u a r y  1, 1980. F u r t h e r ,  t h a t  

t h e  Commission,  by  i ts Orde r  t o  s u s p e n d  t h e  p r o p o s e d  rates for a 

f ive-month  p e r i o d  b e g i n n i n g  J a n u a r y  1, 1980, e s t a b l i s h e d  J u n e  1, 

1980, as t h e  date  t h a t  t h e  U t i l i t y  c o u l d  b e g i n  c h a r g i n g  its 

p r o p o s e d  rates. F u r t h e r ,  t h a t  on or af ter  J u n e  1, 1980, t h e  

U t i l i t y  d i d  b e g i n  c h a r g i n g  its p r o p o s e d  rates. 

3. T h a t  J u n e  1, 1980, is t h e  d a t e  on which  t h e  rates fixed 

by t h i s  O r d e r  shou ld  become e f f e c t i v e .  

4. T h a t  according t o  the record i n  this mat ter ,  t h e  U t i l i t y ' s  

e x i s t i n g  rates p roduced  gross r e v e n u e s  of $11,697 from a n  a v e r a g e  

of 88 c u s t o m e r s  r e c e i v i n g  sewage s e r v i c e  d u r i n g  t h e  t w e l v e  month 

test period e n d i n g  J u l y  31, 1979. F u r t h e r  t h a t  $10,635 e s p e n s e s  

for t h i s  p e r i o d  r e s u l t e d  i n  a n e t  income before payment  of income 

t a x e s  of $1,062 for t h e  period. 

5 .  T h a t  t h e  rates set f o r t h  i n  Appendix " A "  , a t t a c h e d  

hereto and made a p a r t  h e r e o f ,  s h o u l d  p r o d u c e  a n n u a l  r e v e n u e s  

of a p p r o x i m a t e l y  $14,206 from 88 c u s t o m e r s  and  are t h e  f a i r ,  

j u s t ,  and  r e a s o n a b l e  rates t o  be cha rged  by  t h e  U t i l i t y  for 

sewage disposal  s e r v i c e s .  

6. T h a t  t h e  r e v e n u e s  p roduced  by t h e  rates a p p r o v e d  h e r e i n  

whould r e s u l t  i n  a n  o p e r a t i n g  r a t i o  of .87 and  s h o u l d  p r o v i d e  

8 r e a s o n a b l e  r e t u r n  m a r g i n  i n  t h i s  i n s t a n c e .  

7 .  T h a t  t h e  rates p r o p o s e d  b y  t h e  U t i l i t y  are u n f a i r ,  

u n j u s t ,  and  u n r e a s o n a b l e  i n  t h a t  t h e y  would p r o d u c e  r e v e n u e s  I n  

e x c e s s  of those  found  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be denied .  

8 .  T h a t  t h e  Commission,  a f te r  c o n s i d e r a t i o n  of t h e  

t a b u l a t i o n  of t e s t - y e a r  a n d  proforma r e v e n u e s  and e x p e n s e s  s u b m i t t e d  

by  t h e  U t i l i t y ,  c o n c l u d e s  t h a t  t h e s e  r e v e n u e s ,  e x p e n s e s  a n d  

a d j u s t m e n t s  t h e r e t o  c a n  be summarized as shown i n  Appendix " B " ,  

attached hereto a n d  made a par t  h e r e o f .  On t h e  bas i s  of t h e  s a i d  

(2) R e t u r n  m a r g i n  is t h e  amount  r e m a i n i n g  for  t h e  
payment of a return on the investment of the s e c u r i t y  holdare. 
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Appendix "B" t a b u l a t i o n ,  t h e  C o m i s s S o n  f u r t h e r  c o n c l u d e s  t h a t  

a n n u a l  r e v e n u e s  i n  t h e  amount of $14,206 are n e c e s s a r y  a n d  w i l l  

permi t  t h e  U t i l i t y  t o  meet its r e a s o n a b l e  e x p e n s e s  for p r o v i d i n g  

sewage c o l l e c t i o n  a n d  d i s p o s a l  services t o  88  customers which 

i n c l u d e s  Hancock County S c h o o l s .  

9. T h a t  t h e  U t i l i t y  should r e f u n d  all sewage service 

r e v e n u e s  c o l l e c t e d  s u b s e q u e n t  t o  J u n e  1, 1980 t h a t  are i n  

excess of t h o s e  wh ich  would h a v e  been c o l l e c t e d  from t h e  rates 

f i x e d  by t h i s  O r d e r .  F u r t h e r ,  t h a t  t h e  U t i l i t y  s h a l l  Pile w i t h  

this Commission, w i t h i n  t h i r t y  (30) days of t h e  date of this 

Order ,  a r e p o r t  of r e f u n d  amoun t s  due  i ts  c u s t o m e r s  a n d  s h a l l  

c o m p l e t e  s a i d  r e f u n d s  w i t h i n  n i n e t y  (90) d a y s  of t h e  da te  of t h i s  

O r d e r .  

O r d e r s  in This Matter 

The Commission on the  basis of t h e  matters h e r e i n b e f o r e  

set f o r t h  and  t h e  e v i d e n t i a r y  r e c o r d  i n  t h i s  case: 

EIEREBY ORDERS t h a t  t h e  rates p r e s c r i b e d  and set f o r t h  in 

Appendix "A" a t t a c h e d  hereto a n d  made a p a r t  h e r e o f  be a n d  t h e y  

are h e r e b y  f i x e d  as t h e  f a i r ,  j u s t  and  reasonable rates of t h e  

Utility for  providing sewage d i s p o s a l  s e r v i c e s  t o  its customers 

l o c a t e d  i n  Hancock Coun ty ,  Kentucky, t o  become e f f e c t i v e  f o r  t h e  

U t i l i t y ' s  b i l l i n g  f o r  s e r v i c e s  on or a f t e r  J u n e  1, 1960.  

I T  I S  FURTHER ORDERED t h a t  t h e  ra tes  s o u g h t  by t h e  U t i l i t y  

be and t h e  same are h e r e b y  d e n i e d .  

I T  IS FURTHER ORDERED t h a t  t h e  U t i l i t y  f i l e  w i t h  t h i s  

Commission w i t h i n  t h i r t y  (30) d a y s  from t h e  d a t e  of t h i s  O r d e r ,  

i ts t a r i f f  s h e e t s  s e t t i n g  f o r t h  t h e  rates a p p r o v e d  h e r e i n . .  

F u r t h e r ,  t h a t  a copy o f  t h e  U t i l i t y ' s  R u l e s  and R e g u l a t i o n s  for 

p r o v i d i n g  s e r v i c e s  t o  its c u s t o m e r s  s h a l l  be filed w i t h  s a i d  

t a r i f f  sheets. 

IT IS FURTHER ORDERED t h a t  t h e  U t i l i t y  s h a l l  file w i t h  this 

Commission, w i t h i n  t h i r t y  (30) d a y s  of t h e  d a t e  of t h i s  O r d e r ,  

a report of r e f u n d  amounts  due its customers and shall complete 

sa id  r e f u n d s  w i t h i n  n i n e t y  (90) d a y s  of t h e  aate of t h i s  Order. 



Done at  F r a n k f o r t ,  K e n t u c k y ,  t h i s  26th d a y  of August, 1980. 

UTILITY REGULATORY COMMISSION 

CHAIRMAN 

VICE-CHAIRMAN 

COMMISSIONER 

ATTEST : 

SECRETARY 



APPEND1 X "A" 

APPENDIX TO AN ORDER OF THE UTILITY REGULATORY 
COMMISSION I N  CASE NO. 7640 DATED AUGUST 2 6 ,  1980 

The .$ .ol lowing saage service-rates . a d  chaiges am? hereby pl.escribep for 

a l l  t h e  customers s e r v e d  by the Kentucky H i l l s  Company. A l l  other 

rates a n d  c h a r g e s  n o t  m e n t i o n e d  s p e c i f i c a l l y  h e r e i n  s h a l l  r e m a i n  

the same as t h o s e  i n  e f f e c t  p r i o r  t o  the date  of t h i s  Order. 

Type of S e r v i c e  Rendered  

S i n g l e  Fami ly  Res idences  $10.75 p e r  R e s i d e n c e  

Apar tment  D w e l l i n g  U n i t s  $ 8.00 per Apartment  

Hancock County  S c h o o l s  

All other 

$ 1.50 p e r  1,000 ga l lons  
o f  metered water usage 

$10.75 Minimum b i l l  o r  
1.50 p e r  1 ,000 g a l l o n 6 . :  
of metered water usage 

a. T h a t  a l l  b i l l s  are due a n d  p a y a b l e  n o t  la ter  
t h a n  f i f t e e n  (15) days after the date of billing, 

b. That a penalty of 10% will be added t o  a l l  bills n o t  
paid w i t h i n  fifteen ( 1 5 )  d a y s  a f t e r  t h e  b i l l i n g  
date. S a i d  p e n a l t y  w i l l  be compounded month ly  t h e r e a f t e r  
u n t i l  paid.  



APPEND1 X "B" 

APPENDIX TO AN ORDER OF THE UTILITY REGULATORY 
COMMISSION IN CASE NO. 7640 DATED AUGUST 26, 1980. 

I n  a c c o r d a n c e  w i t h  f i n d i n g  number 8 ,  t h e  following is 

t h e  Commiss ion ' s  summary  of "Tes t -Year"  and  projected 

a n n u a l  revenues a n d  e x p e n s e s  for p r o v i d i n g  s e r v i c e  t o  88 c u s t o m e r s .  

Revenues : 

Expenses : 

G e n e r a l  

Labor 

U t i l i t i e s  - Electric 

I n s u r a n c e  

Taxes, P r o p e r t y  

D e p  rec i a t  i o n  

M l s c e l l a n e o u s  

Management S e r v i c e s  

Legal and P r o f e s s i o n a l  

P u r c h a s e  New Commutator 

Regulatory Commission Fee 

T o t a l  Expenses  

Net Income Before Taxes 

F e d e r a l  & S t a t e  Income T a x e s  

N e t  Income A f t e r  T a x e s  

Test Y e a r ( l )  Pro Forma(1) Pro Forma 
0 4 - 7 8  R e q u e s t e d  f o u n d  

$ 1 1 , 6 9 7  $ 1 5 , 3 7 5  $ 1 4 , 2 0 6  

R e a s o n a b l e  7- 31- 79 

2,596 

1 , 642  

2,302 

280 

167 

2,198 

90 

1,264 

96 

-0- 

-0- 

$10,635 

1,062 

2,855 

1 , 773 

2 , 4 8 6  

294 

34 7 

2 , 1 9 8  

90 

1 , 3 5 3  

96 

400 

126  

$12,018 

3,357 

2 , 8 5 5  

1,773 

2,486 

294 

34 7 

2,198 

90 

1,353 

96 

24@(12) 

126 

$11,858 

2,348 

4 5 d  

$ 1,890 

T e s t - y e a r  a n d  p r o f o r m a  r e q u e s t e d  Revenues and E x p e n s e s  
were taken f rom t h e  e x h i b i t s  of Record i n  t h i s  matter. 

depreciated o v e r  5-years i n s t e a d  of three years.  

r e v e n u e s  found r e a s o n a b l e  h e r e i n .  

<2) Costs for the Commutator s h o u l d  be capi ta l ized  a n d  

(3) $458 is t h e  computed  i n c o m e  t a x  l i a b i l i t y  for t h e  


